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In the months since the COVID-19 outbreak was first diagnosed, it has spread to over 200
countries and all U.S. states. The pandemic has negatively affected global economic growth
beyond anything experienced in nearly a century. Estimates so far indicate the virus could reduce
global economic growth to a rate of -4.5% to -6.0% in 2020, with a partial recovery of a rate of
2.5% t0 5.2% in 2021. However, a resurgence in infectious cases in Europe, the United States,
and various developing economies in September and October renewed calls for stringent
lockdowns and curfews and could weaken or delay an economic recovery. The economic fallout
from the pandemic could also risk continued labor dislocations as a result of lingering high levels
of unemployment not experienced since the Great Depression of the 1930s and high levels of
debt among developing economies. The human costs in terms of lives lost will permanently
affect global economic growth in addition to the cost of rising levels of poverty, lives upended,
careers derailed, and increased social unrest. Some estimates indicate that 100 million to 110
million people globally could enter extreme poverty as a result of the contraction in the global
economy. Global trade could fall by an annual amount of 9.2%, depending on the depth and
extent of the global economic downturn, exacting an especially heavy economic toll on trade-
dependent developing and emerging economies. The full impact will not be known until the
effects of the pandemic peak. This report provides an overview of the global economic costs to
date and the response by governments and international institutions to address these effects.
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Overview

The World Health Organization (WHO) first declared COVID-19 a world health emergency in
January 2020 and on March 11 it announced that the viral outbreak was officially a pandemic, the
highest level of health emergency.! Since then, the emergency has evolved into a global public
health and economic crisis that has affected the $90 trillion global economy beyond anything
experienced in nearly a century. The virus has been detected in over 200 countries and all U.S.
states.? In early March 2020, the focal point of infections shifted from China to Europe, especially
Italy, but by April, the focus had shifted to the United States, where the number of infections was
accelerating. The infection has sickened more than 40 million people, about one-fourth in the
United States, with more than 1.1 million fatalities. At one point, more than 80 countries had
closed their borders to arrivals from countries with infections, ordered businesses to close,
instructed their populations to self-quarantine, and closed schools to an estimated 1.5 billion
children.®

Governments are attempting to balance often-competing policy objectives between addressing the
public health crisis and economic considerations that include, but are not limited to these:

e Confronting ballooning budget deficits weighed against increasing spending to
support unemployed workers and social safety nets.

e Providing financial support for national health systems that are under pressure to
develop vaccines while also funding efforts to care for and safeguard citizens.

e Implementing monetary and fiscal policies that support credit markets and
sustain economic activity, while also assisting businesses under financial distress.

e Implementing fiscal policies to stimulate economic activity, while consumers in
developed economies have maintained high rates of saving relative to pre-
pandemic rates as households face limited spending opportunities, or a form of
involuntary saving, and concerns over their jobs, incomes, and the course of their
economies, or precautionary saving.

e Intervening in sovereign debt and corporate bond markets by central banks and
monetary authorities to stabilize markets and insure liquidity, while also raising
concerns among some analysts that this intervention is compromising the ability
of the markets to perform their traditional functions of pricing risk and allocating
capital.

e Adopting fiscal and monetary policies to address the immediate impact of the
health crisis compared with the mix of such policies between assisting
households, firms, or state and local governments that may be needed going
forward should the health and economic crises persist.

1 Bill Chappell, “COVID-19: COVID-19 Is Now Officially a Pandemic, WHO Says,” National Public Radio, March
11, 2020, https://www.npr.org/sections/goatsandsoda/2020/03/11/814474930/COVID-19-COVID-19-is-now-officially-
a-pandemic-who-says.

2 “Mapping the Spread of the COVID-19 in the U.S. and Worldwide,” Washington Post Staff, Washington Post, March
4, 2020. https://www.washingtonpost.com/world/2020/01/22/mapping-spread-new-COVID-19/?arc404=true.

3 “The Day the World Stopped: How Governments Are Still Struggling to Get Ahead of the COVID-19,” The
Economist, March 17, 2020. https://www.economist.com/international/2020/03/17/governments-are-still-struggling-to-
get-ahead-of-the-COVID-19.
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o Differing national approaches to providing government-funded economic support
to workers that vary between short-term unemployment insurance programs to
sustain workers incomes, although not directed at maintaining employment in
their previous jobs, and programs that delay labor market adjustments by
supporting workers in their pre-COVID-19 jobs, identified as job-retention
programs, even as those jobs could disappear once the support ends.*

A growing list of economic indicators makes it clear the COVID-19 pandemic is negatively
affecting global economic growth on a scale not experienced since at least the global financial
crisis of 2008-2009.° The global pandemic is affecting a broad swath of international economic
and trade activities, from services generally to tourism and hospitality, medical supplies and other
global value chains, consumer electronics, and financial markets to energy, transportation, food,
and a range of social activities, to name a few. In particular, the health crisis is negatively
affecting the economies of developing countries that are constrained by limited financial
resources and where health systems have quickly become overloaded. The International Monetary
Fund (IMF) estimated in October 2020 the economic fallout from the pandemic could push 100
million to 110 million people in Sub-Saharan Africa and South Asia into extreme poverty,
reversing a decades-long trend.® However, the IMF indicated that spending on social programs to
limit the impact of the pandemic could reduce the number of people falling into extreme poverty
to 80 to 90 million.

Without a clear understanding of when the global health and economic effects may peak and a
greater understanding of the impact on economies, forecasts must necessarily be considered
preliminary. Similarly, estimates of when any recovery might begin and the speed of the recovery
are speculative. Forecasts have been updated several times during the first three quarters of 2020
to incorporate additional data, initially reflecting worsening global and national economic growth
estimates, but also reflecting less negative data in the third quarter. Efforts to reduce social
interaction to contain the spread of the virus are disrupting the daily lives of most Americans and
adding to the economic costs. Increasing rates of unemployment are raising the prospects of
social unrest in developed economies where lost incomes and health insurance are threatening
living standards and in developing economies where populations reportedly have raised concerns
over access to basic necessities and the prospects of rising levels of poverty.” U.N. Secretary
General Antonio Guterres argued in a video conference before the U.N. Security Council on April
10, 2020, that

[T]he pandemic also poses a significant threat to the maintenance of international peace
and security—potentially leading to an increase in social unrest and violence that would
greatly undermine our ability to fight the disease.®

4 Job Retention Schemes During the COVID-19 Lockdown and Beyond, Organization for Economic Cooperation and
Development, August 3, 2020.

5 Mapping the Spread of the COVID-19.

6 Fiscal Monitor, International Monetary Fund, October 2020, p. 10.

7 Sly, Liz, Stirrings of Unrest Around the World Could Portend Turmoil as Economies Collapse, The Washington Post,
April 19, 2020; Ingraham, Christopher, Coronavirus Recession Could Plunge Tens of Millions Into Poverty, New

Report Warns, The Washington Post, April 20, 2020. https://www.washingtonpost.com/business/2020/04/20/
coronavirus-recession-could-plunge-tens-millions-into-poverty-new-report-warns/.

8 Secretary-General ’s Remarks to the Security Council on the COVID-19 Pandemic, United Nations, April 9, 2020.
https://www.un.org/sg/en/content/sg/statement/2020-04-09/secretary-generals-remarks-the-security-council-the-covid-
19-pandemic-delivered.
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Policymakers and financial and commodity market participants generally had estimated that a
global economic recovery would take hold in the third quarter of 2020. A resurgence in infectious
cases in developed and developing countries in September and October, however, could shift
more of the recovery to 2021. Various indicators in the third quarter suggested the worst of the
economic crisis had passed, although the extent and strength of any global economic recovery
remains difficult to predict. Estimates indicate that China’s economy grew by 4.9% in the third
quarter, driven by an increase in industrial production and consumer demand, marking it one of
the few economies that likely will post an overall positive rate of growth for 2020.° At the same
time, economic activity appeared to be stalling in Europe and the United States.

In contrast to the global financial crisis of 2008-2009 that primarily affected developed
economies with highly advanced globally inter-connected financial sectors, the COVID-19
pandemic is having a pronounced impact on both developed and developing economies. Updated
forecasts generally indicate that developed economies may recover more quickly than previously
forecasted, but some developing economies could recover more slowly with large increases in the
shares of their populations sliding back into poverty. Some forecasts raise the prospects that the
pandemic could negatively affect global economic growth more extensively and for a longer
period of time than had originally been estimated.

Without a quick resolution of the health crisis, the economic crisis may persist longer than most
forecasters have assumed and require policymakers to weigh the most effective mix of additional
fiscal and monetary policies that may be required without the benefit of a relevant precedent to
follow. Additional measures may have to balance the competing requirements of households,
firms, and state and local governments. Various U.S. states reversed course in late June to impose
or re-impose social distancing guidelines and close down businesses that had begun opening as a
result of a rise in new confirmed cases of COVID-19, raising the prospect of a delayed recovery.
A prolonged recovery could also increase the financial strains on small and medium-sized firms
that face liquidity constraints and the prospects of insolvency.

Differences in policy approaches between countries initially slowed a coordinated response,
potentially inflicting longer-term damage to the global economy by impairing international
political, trade, and economic relations, particularly between countries that promoted nationalism
and those that argued for a coordinated international response to the pandemic. Policy differences
have also strained relations between developed and developing economies and between northern
and southern members of the Eurozone, challenging alliances and conventional concepts of
national security, and raising questions about the future of global leadership.

In some countries, the pandemic elevated the importance of public health as a national security
issue and as a national economic priority on a par with traditional national security concerns such
as terrorism, cyberattacks, and proliferation of weapons of mass destruction.!* The pandemic-
related economic and human costs could have long-term repercussions for economies through the
tragic loss of life and job losses that derail careers and permanently shutter businesses. Fiscal and
monetary measures implemented to prevent a financial crisis and sustain economic activity may
also inadvertently have worsened income and wealth disparities. Within some countries, the

9 Hale, Thomas, Tom Mitchell, Christian Shepherd, and Emma Zhou, Chinese Economy Expands 4.9% in Third
Quarter, Financial Times, October 19, 2020. https://www.ft.com/content/22108ddd-3280-4013-bcd8-1adc9ebael3d.

10 Global Financial Stability Report, International Monetary Fund, October 2020, p. 1.

1 Harris, Shane and Missy Ryan, To Prepare for the Next Pandemic, the U.S. Needs to Change its National Security
Priorities, Experts Say, The Washington Post, June 16, 2020. https://www.washingtonpost.com/national-security/to-
prepare-for-the-next-pandemic-the-us-needs-to-change-its-national-security-priorities-experts-say/2020/06/16/
b99807c0-aa%a-11ea-9063-e69bd6520940_story.html.

Congressional Research Service 3



Global Economic Effects of COVID-19

economic fallout may have widened racial and socio-economic cleavages and increased social
unrest. In speaking about these costs for Americans, Federal Reserve Chairman Powell said on
May 19, 2020,

Since the pandemic arrived in force just two months ago, more than 20 million people have
lost their jobs, reversing nearly 10 years of job gains. This precipitous drop in economic
activity has caused a level of pain that is hard to capture in words, as lives are upended
amid great uncertainty about the future.!?

Over the 31-week period from mid-March to mid-October 2020, more than 65 million Americans
filed for unemployment insurance, as indicated in Table 1.2 On a seasonally adjusted basis, the
number of insured unemployed individuals was 8.5 million in mid-October, down from a peak of
25 million in mid-May. As indicated in Figure 1, weekly claims have fallen from the sharp
increases recorded in April and May, declining to 787,000 in the week ending October 17, after
rising to 898,00 the previous week, four times higher than the average number of weekly claims
of about 200,000 recorded prior to the COVID-19 pandemic. The total number of people claiming
benefits in all programs in the week ending October 3, totaled 23 million, up 1.4 million from the
comparable week in 2019. The insured unemployment rate for the week ending October 10 was
5.7%, also down from the peak reached in early May. As some workers approach the 26-week
maximum for receiving unemployment benefits they may be applying for pandemic emergency
unemployment benefits. For instance, between September 26 and October 3, claims under the
emergency benefits program increased from 2.8 million to 3.3 million.

Figure 1. Initial U.S.Weekly Claims for Unemployment Insurance, 2020

(in millions of individual claims)

Number of Initial Claims

8.0m

6.0m

4.0m

2.0m

0.0m

41118251 8 1522297 1421284 111825/2 9 162330/6 132027 4 1118251 8 152229 5 1219263 1017

Date=week ending date

Source: Department of Labor. Created by CRS.

12 powell, Jerome H. Coronavirus and CARES Act, Testimony before the Committee on Banking, Housing and Urban
Affairs, U.S. Senate, May 19, 2020.

13 Unemployment Insurance Weekly Claims, Department of Labor, October 8, 2020. https://www.dol.gov/; Romm,
Tony and Jeff Stein, 2.4 Million Americans Filed Jobless Claims Last Week, Bringing Nine Week Total to 38.6
Million, The Washington Post, May 21, 2020. https://www.washingtonpost.com/business/2020/05/21/unemployment-
claims-coronavirus/
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On May 8, 2020, the Bureau of Labor Statistics (BLS) reported that 20 million Americans lost
their jobs in April 2020 as a consequence of business lockdowns, pushing the total number of
unemployed Americans to 23 million,* out of a total civilian labor force of 158 million. The
increase pushed the national unemployment rate to 14.7% (with some caveats), the highest since
the Great Depression of the 1930s.%® In contrast, on October 2, BLS reported that nonfarm
employment increased by 661,000 in September, but that the total number of unemployed
Americans had been reduced to 12.6 million'® and that the unemployment rate had fallen to 7.9%,
again with some caveats.!’

Table |. Seasonally Adjusted Weekly Unemployment Insurance Claims

In thousands

Insured
Change from Insured Unemployment
Week Ending Initial Claims Prior Week Unemployment Rate Total Claims
21-Mar-20 3,307 3,025 3,059 2.1% 3,307
28-Mar-20 6,867 3,560 7,446 5.1 10,174
4-Apr-20 6,615 -252 11,914 82 16,789
I 1-Apr-20 5,237 -1,378 15,819 10.9 22,026
18-Apr-20 4,442 -795 18,011 12.4 26,468
25-Apr-20 3,867 -575 22,377 154 30,335
2-May-20 3,176 -691 22,548 15.5 33,511
9-May-20 2,687 -489 24,912 17.1 36,198
16-May-20 2,446 -241 20,841 14.3 38,644
23-May-20 2,123 -323 21,268 14.6 40,767
30-May-20 1,897 -226 20,606 14.1 42,664
6-Jun-20 1,566 -331 20,544 14.1 44,230
13-Jun-20 1,540 -26 19,231 13.2 45,770
20-Jun-20 1,482 -58 19,290 132 47,252
27-Jun-20 1,408 -74 17,760 12.2 48,660
4-Jul-20 1,310 -98 17,304 1.8 49,970
[1-Jul-20 1,308 -2 16,151 .1 51,278
18-Jul-20 1,422 114 16,951 1.6 52,700
25-Jul-20 1,435 13 16,090 1.0 54,135
[-Aug-20 1,191 -244 15,480 10.6 55,326

14 This total does not include 10.9 million workers who were working part time not by choice and 9.9 million
individuals who were seeking employment.

15 The Employment Situation-April 2020, Bureau of Labor Statistics, May 8, 2020. https://www.bls.gov/.

16 This total does not include 6.3 million workers who were working part time not by choice and 7.2 million individuals
who were seeking employment.

17 The Employment Situation-September 2020, Bureau of Labor Statistics, October 2, 2020, https://www.bls.gov/. BLS
indicated that some individuals were misclassified in previous months. Instead of being classified as unemployed, they
were misclassified as employed, but absent from work due to coronavirus-related business closures. If such individuals
had been classified as unemployed, the unemployment rate would have been 5 percentage points higher in April.
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Insured
Change from Insured Unemployment
Week Ending Initial Claims Prior Week Unemployment Rate Total Claims

8-Aug-20 971 -220 14,759 10.1 56,297
15-Aug-20 1,104 133 14,492 9.9 57,401
22-Aug-20 1,011 -98 13,254 9.1 58,412
29-Aug-20 884 -127 13,544 9.3 59,296
5-Sep-20 893 9 12747 87 60,189
12-Sep-20 866 -27 12747 8.7 61,055
19-Sep-20 873 7 11979 82 61,928
26-Sep-20 849 -24 10594 7.2 62,777
3-Oct-20 767 -82 9397 6.4 63,544
10-Oct-20 842 75 8373 5.7 64,386
17-Oct-20 787 -55 65,173

Source: Department of Labor, CRS calculations.

Preliminary data also indicate that U.S. GDP fell by 9.5% in the second quarter of 2020 from the
previous quarter, but at an annualized rate of 33%, the largest quarterly decline in U.S. GDP
recorded over the past 70 years.!® In its October 21 Beige Book analysis, the Federal Reserve
(Fed) reported that economic activity had increased modestly in each of the 12 Federal Reserve
districts during the third quarter, although economic activity remained below average levels. The
manufacturing, residential housing, and banking sectors reported positive increases in economic
activity.®

In Europe, governments attempted a phased reopening of businesses over the summer.?° After
several months of data indicating an economic rebound had begun in the Eurozone, surveys of
business activity in August reportedly indicated that the recovery had slowed amid an increase in
new COVID-19 cases and countries re-imposing new quarantines and lockdowns in various parts
of the Euro area.?* Such lockdowns became more widespread in September and October as
infections cases began rising in Germany, France, the United Kingdom, the Czech Republic, the
Netherlands, Spain, and Poland.?? The European Commission’s (EC) July 8, 2020, forecast (an

18 Gross Domestic Product, 2nd Quarter 2020 (Advance Estimate) and Annual Update, Bureau of Economic Analysis,
July 30, 2020. https://www.bea.gov/news/2020/gross-domestic-product-2nd-quarter-2020-advance-estimate-and-
annual-update.

19 The Beige Book, Federal Reserve System, October 21, 2020. https://www.federalreserve.gov/monetarypolicy/beige-
book-default.htm.

20 Stott, Michael, Coronavirus Set to Push 29m Latin Americans Into Poverty, Financial Times, April 24, 2020.
https://www.ft.com/content/3bf48b80-8fba-410c-9bb8-31e33fffc3b8; Hall, Benjamin, Coronavirus Pandemic
Threatens Livelihoods of 59m European Workers, Financial Times, April 19, 2020, https://www.ft.com/content/
36239c82-84ae-4cc9-89bc-8e71e53d6649, Romei, Valentina and Martin Arnold, Eurozone Economy Shrinks by
Fastest Rate on Record, Financial Times, April 30, 2020, https://www.ft.com/content/dd6cfafa-a56d-48f3-a9fd-
aa71d17d49a8.

2 Arnold, Martin, Eurozone Economic Rebound is Losing Steam, Surveys Suggest, Financial Times, August 21, 2020.
https://www.ft.com/content/cc4fa3df-40e7-4e19-be9f-9d01efb74f69. Chazan, Guy and Anna Gross, Europe Battles to
Contain Surge in Coronavirus Cases. Financial Times, July 29, 2020. https://www.ft.com/content/bcddc297-b7f2-444d-
908f-54e8ce6f4f98.

22 |_ockdown 2.0: Europe Imposes Painful Curbs as Infections Surge, Financial Times, October 16, 2020.
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updated forecast is expected to be published in November 2020) projected that EU economic
growth in 2020 could contract by 8.3% and only partially recover in 2021.% In addition, the EC
forecasted a larger drop in gross domestic product (GDP) in 2020 among European economies
than it had forecasted in its spring report, with a less vibrant recovery in 2021. Second quarter
data indicate that economic growth in the EU contracted by 11.7% from the first quarter of 2020
and by 14.1% compared with the same quarter in 2019.%* Second quarter data also indicated the
UK economy contracted by 20.4% in 2020, the largest quarterly decline on record. On September
1, 2020, Eurostat, the statistical office of the European Commission, released data indicating that
the Eurozone experienced price deflation in August of 0.2% at an annual rate, primarily as a result
of declining energy prices.

After protracted talks, European leaders agreed on July 21 to a new €750 billion (about $859
billion) pandemic economic assistance package to support European economies. Draft budget
estimates submitted by Eurozone governments in the fall of 2020 indicate the countries could
experience a combined budget deficit of nearly €1 trillion, or equivalent to about 9% of their
annual GDP.% The rise in budget deficits reflects the growing cost to governments of supporting
their economies to sustain economic activity and a marked change in attitudes toward budget
deficits also reflected in statements by the IMF and World Bank. Second quarter data also
indicated that employment among EU countries fell by 2.6%, or 5.5 million jobs in 2020. The
jobs data, however, do not include roughly 45 million people, or a third of the workforce in
Germany, France, Britain, Italy, and Spain, currently covered by employment protection
programs.?® Similarly, Japan reported on August 17 that its economy contracted by 7.8% in the
second quarter of 2020, compared with the previous quarter, or at an annual a rate of 27.8%.%

On September 10, 2020, European Central Bank (ECB) President Christine Lagarde indicated the
Eurozone economy could contact by 8% in 2020, but would partially recover in 2021 by growing
at an annual rate of 5.0%.% In the early stages of the pandemic, foreign investors pulled an
estimated $26 billion out of developing Asian economies not including more than $16 billion out
of India, increasing concerns about a major economic recession in Asia. Some estimates indicate
that 29 million people in Latin America could fall into poverty, reversing a decade of efforts to
narrow income inequality. Some analysts also expressed concern that Africa, after escaping the
initial spread of infections, could face a sharp increase in rates of infection outside South Africa,
Egypt, Nigeria, Algeria, and Ghana, where most of the initial infections had occurred.?® On
August 31, 2020, India reported that the second quarter GDP growth rate fell by 23.9% compared
with the first quarter, raising concerns that the country could experience its most severe economic
contraction on record.*®

https://www.ft.com/content/bla7d1e8-4bb9-41cf-be5b-2f7f04bdbbb.
2 European Economic Forecast Summer 2020, European Commission, July 8, 2020.
24 Newsrelease, Eurostat, August 14, 2020.

2 Arnold, Martin and Sam Fleming, Eurozone Budget Deficits Rise Nearly Tenfold to Counter Pandemic, Financial
Times, October 19, 2020. https://www.ft.com/content/5579361f-5aac-4cd3-9e93-190fffdcObaf.

2% Ben Hall, Ben, Delphine Strauss, and Daniel Dombey, Millions of European Jobs at Risk When Furlough Support
Ends, Financial Times, August 14, 2020. https://www.ft.com/content/0f01a9ed-5b15-4e2d-921c-6eed7a80d0bd.

27 Quarterly Estimates of GDP for April - June 2020 (First Preliminary Estimates), Cabinet Office, August 17, 2020.
28 Remarks by ECB President Christine Lagarde, press conference, September 10, 2020.

2 Pilling, David, The Pandemic is Getting Worse: Africa Prepares for Surge in Infections, Financial Times, July 20,
2020. https://www.ft.com/content/1b3274ce-de3b-411d-8544-a024e64c3542.

30 Slater, Joanna, India’s Economy Contracts by Nearly 24%, It’s Sharpest Drop On Record, The Washington Post,
August 31, 2020. https://www.washingtonpost.com/world/asia_pacific/indias-economy-contracts-by-nearly-24-percent-
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Economic Policy Responses

After a delayed response, central banks and monetary authorities in developed and emerging
market economies have engaged in an ongoing series of interventions in financial markets and
national governments have adopted an array of fiscal policy initiatives to stimulate their
economies. The Bank for International Settlements (BIS) characterized the pandemic as fully
global in nature, eliciting a fiscal, monetary, and prudential response that has surpassed that of the
global financial crisis of 2008-2009. In addition, the BIS argues the evolving nature of the health
crisis is causing the financial crisis to evolve as well, changing from a liquidity crisis in the initial
stages to a solvency crisis that could worsen if the economic recovery is delayed. As a result of
the potential damage to the global economy arising from the pandemic, the BIS stated that future
economic historians may describe the pandemic as, “the defining moment of the 21° century.”!

Fiscal Measures

As indicated in Table 2, central governments adopted various fiscal measures to provide financial
support to the health sector, households, and firms, although the size and scope of the programs
vary by country.®? These measures broadly include tax cuts and tax deferrals for individuals and
businesses, wage and income supplements to individuals, including expanding unemployment
insurance, and other payments to businesses. The U.S. Congress also approved historic fiscal
spending packages. In other countries, governments abandoned traditional borrowing caps to
increase fiscal spending in order to sustain economic growth. In some emerging economies,
governments reportedly adopted special programs to provide financial assistance to “informal”
workers, or workers outside traditional labor markets such as family businesses.*

In developed economies, however, as governments adopted fiscal packages to assist households,
consumers sharply increased their savings as they face limited spending opportunities, or a form
of involuntary saving, and concerns over lost jobs, incomes, and the course of their economies, or
precautionary saving. (For additional countries and measures, see Appendix A of this report.)
International organizations also took steps to provide loans and other financial assistance to
countries in need. These and other actions have been labeled “unprecedented,” a term that has
been used frequently to describe the pandemic and the policy responses.

Table 2. Elements of Announced Fiscal Measures to Address COVID-19

Advanced Economies Emerging Market Economies

Measures us Jp DE FR IT ES GB BR CN ID IN KR MX RU ZA
Measures supporting the health sector

X X X X X X X X X X X X X X X
Measures supporting households

Targeted X X X X X X X X X X X X X X
transfersa

amid-pandemic/2020/08/31/92318fbe-eb70-11ea-bd08-1b10132b458f_story.html?hpid=hp_world-right-4-0_world-
latest-feed%3Ahomepage%2Fstory-ans.

31 Annual Economic Report 2020, Bank for International Settlements, June 2020, p. ix.
32 |bid.
33 Ibid, p. 25.
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Advanced Economies Emerging Market Economies

Measures us |Jp DE FR IT ES GB BR CN ID IN KR MX RU ZA

Other X X X X X X X X X X X X X X
labor

income

supportb

Woage X X X X X X X X X X X X X
subsidies

Tax cuts X X X X X X X X X X X
Tax deferral  x X X X X X X X X X

Measures supporting firms

Tax deferral  x X X X X X X X X X X X X X X
Liquidity X X X X X X X X X X X X X X X
supporte

Tax cuts X X X X X X X X X X X X
Targeted X X X X X X X X X
transfers

Source: Annual Economic Report 2020, Bank for International Settlements, June 2020, p. 24, based on data
collected by the International Monetary Fund and the Organization for Economic Cooperation and
Development.

Notes:
a. Includes cash and in-kind transfers to affected households.
b. Extended unemployment and sick leave benefits.

c.  Non-budgetary measures such as equity injections, asset purchases, loans and debt assumptions or
government guarantees and contingent liabilities, US: United States; JP: Japan; DE: Germany; FR: France; IT:
Italy; ES: Spain; GB: Great Britain; BR: Brazil; CN: China; ID: Indonesia; IN: India; KR: South Korea; MX:
Mexico; RU: Russia; ZA: South Africa.

Fiscal Deficits

As one measure of the global fiscal and monetary responses, the IMF estimated that government
spending and revenue measures to sustain economic activity adopted through September 2020
amounted to $5.4 trillion and that loans, equity injections and guarantees totaled an additional
$5.4 trillion, or a total of $10.8 trillion.** The IMF also updated its estimate of the increase in
borrowing by governments globally to rise from 3.9% of global gross domestic product (GDP) in
2019 to 12.7% in 2020, as indicated in Figure 2. Other estimates indicate that central banks have
committed $17 trillion to support their economies to counter pandemic-related economic effects.®

34 World Economic Outlook Update, International Monetary Fund, June 24, 2020. p. 16.

3 Wigglesworth, Robin, Long Live Jay Powell, the New Monarch of the Bond Market, Financial Times, June 23,
2020. https://www.ft.com/content/5db9d0f1-3742-49f0-a6cd-16¢471875b5e.
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Figure 2. IMF Projected Government Fiscal Deficits Relative to GDP

In percentage shares of Gross Domestic Product

Fiscal deficit, % share of GDP
W 2019 ™ 2020 (estimate)
18.7%
12.7%
° 11.4% 11.1%
10.1% 9.7%
6.3% 6.0%
3.9% 4.1% 3.9%
i . . H B
World United Euro area Asia Latin Middle
States America East

Source: Fiscal Monitor, International Monetary Fund, October, 2020, Table I.l. Created by CRS.
Notes: Data for 2020 are estimates.

Among developed economies, the fiscal deficit to GDP ratio is projected to rise from 3.3% in
2019 to 14.4% in 2020, the ratio for the United States is projected to rise from 6.3% to 18.7%,
respectively, the highest ratio for any country or region.*® According to the IMF, France,
Germany, Italy, Japan, and the United Kingdom have each announced public sector support
measures that total more than 10% of their annual GDP.*’ For developing economies, the fiscal
deficit to GDP ratio is projected to rise from 4.9% to 10.7%, significantly increasing their debt
burden and raising prospects of defaults or debt rescheduling.® According to some estimates, the
most fiscally vulnerable countries are Argentina, Venezuela, Lebanon, Jordan, Iran, Zambia,
Zimbabwe, and South Africa.*® The IMF concluded that among developing countries high debt
levels could become “unmanageable” and test the resilience of banks in some countries.*°

The IMF also argued there is a growing disconnect between the pricing of risk in financial
markets and projected economic prospects, because investors apparently expect a quick recovery
based on continued and unprecedented central bank intervention. However, a perceived or real
shift in central bank intervention in financial markets could negatively affect investors’ concept of
risk and, in turn, negatively affect asset markets and the economic recovery.*! In addition to
central banks’ actions, the IMF concludes that a number of pre-existing vulnerabilities could
affect the timing and the rate of the economic recovery. These vulnerabilities include corporate
and household debt levels in developed and some emerging economies that could become
unmanageable in a prolonged recession; a rising number of insolvencies that could test the

3% Fiscal Monitor, International Monetary Fund, October 2020, Table 1.1.
37 Global Financial Stability Report Update. International Monetary Fund, June 2020, p. 2.
3 |bid., p. 6.

3% Wheatley, Jonathan, Tommy Stubbington, Michael Stott, Andrew England, and Joseph Cotterill, Debt Relief: Which
Countries Are Most Vulnerable? Financial Times, May 6, 2020. https://www.ft.com/content/31ac88a1-9131-4531-
99be-7bfd8394e8b9.

40 Global Financial Stability Report Update, p. 2.
41 Ibid, p. 4.
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resilience of the banking sector; additional stresses that could affect nonbank financial
institutions; and the prospect of some developing economies facing high external financing
requirements.*?

Worker Assistance Programs

As part of their fiscal policy measures, governments in advanced economies either enhanced
existing worker support programs, or adopted new programs. As indicated in Table 3, the OECD
categorized the various job retention programs into six major groups, which the OECD estimated
that by May 2020 had supported 50 million workers in developed economies. The programs
consisted of short-term support that subsidized hours not worked, or wage subsidies that also
subsidized hours worked. Some countries also eased qualification requirements to facilitate
workers or businesses gaining access to support funds. Although programs varied across
countries, programs to assist workers generally were comprised of subsidies to support workers
for work hours lost or extended wage subsidies to maintain pre-pandemic employment levels.
Other programs assisted individual firms in retaining workers with the objective of facilitating a
quick return to full activity once pandemic-related restrictions are lifted.*® In some cases, benefits
were increased by extending the length of time benefits are available and benefits were extended
to workers in non-standard jobs such as temporary and self-employed workers. New programs
adopted by some OECD members were designed to assist some temporary and non-standard
workers quickly gain access to support funds.**

Table 3. Developed Economy Worker Support Programs During COVID-19

Increased
Pre- access for
existing workers in
short-time  Increased Increased non- New short- New wage
work access and benefit standard time work subsidy
scheme coverage generosity jobs scheme scheme
Australia X
Austria X X X
Belgium X X X
Canada X X
Chile* X X X X
Czech Republic X X X
Denmark X X X
Estonia X
Finland X X X X
France X X X X
Germany X X X X
Greece X
Hungary X
“2 |bid, p. 6-7.

43 Job Retention Schemes During the COVID-19 Lockdown and Beyond, Organization for Economic Cooperation and
Development, August 3, 2020, p. 2.

4 1bid, p. 5-6.
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Increased
Pre- access for
existing workers in
short-time  Increased Increased non- New short- New wage
work access and benefit standard time work subsidy
scheme coverage generosity jobs scheme scheme
Iceland X
Ireland* X X
Italy X X X
Japan X X X X
Korea X X X
Latvia X
Lithuania X
Luxembourg X X X
Netherlands* X X
New Zealand X
Norway X X X
Poland X
Portugal X X X
Slovak Republic X X X
Slovenia X
Spain X X X X
Sweden X X X
Switzerland X X X
Turkey X X X
United Kingdom X
United States X X X

Source: Job Retention Schemes During the COVID-19 Lockdown and Beyond, Organization for Economic
Cooperation and Development, August 3, 2020, p. 7.

Monetary and Prudential Measures

Among central banks, the Federal Reserve initiated extraordinary steps not experienced since the
2008-2009 global financial crisis to address the economic effects of COVID-19. Simultaneously,
as indicated in Table 4, various central banks and monetary authorities adopted an array of
measures to address the potential economic effects of the pandemic, including lowering interest
rates and reserve requirements, announcing new lending and financing facilities, asset purchases,
foreign exchange swaps, prudential measures, and relaxed capital buffers and, in some cases,
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countercyclical capital buffers,* adopted after the 2008-2009 financial crisis, potentially freeing
up an estimated $5 trillion in funds.*®

Central banks not only filled the role of lender of last resort through large purchases of
government debt, but also the buyers or lenders of last resort for private sector securities, in many
cases engaging in activities that previously had been considered off-limits. As a result of these
activities, the BIS argued that central banks effectively managed the initial liquidity crisis, the
first of three phases often identified with financial crises. The second and third phases, insolvency
and recovery, are being navigated in some cases and could become more challenging should the
pandemic-related economic crisis be prolonged. Capital buffers were raised after the financial
crisis to assist banks in absorbing losses and staying solvent during financial crises. Some
governments have directed banks to freeze dividend payments and halt pay bonuses. The
Financial Stability Board (FSB) argued in its July 15, 2020, report to the G-20 Finance Ministers
and Governors that the actions taken to date to support the functioning of the global financial
system have effectively worked to contain the financial and economic impact of the pandemic so
far, although the crisis is not over.*’

Table 4. Selected Central Bank and Prudential Measures to Address COVID-19

Advanced economies Emerging market economies

Type of Measures u E J G C A C B C I I K M T z
tool S A P B A U H R N D N R X H A
Interest Policy rate X X X X X X X X X X X X
rate cut
Lending Gen. X X X X X X X X X X X X X X X
liquidity liquidity

provision2

Specialized X X X X X X X X X X X X

lending
Asset Governme  x X X X X X X X X X X
purchase  nt bonds
s/ sales .

Commercia  x X X X X X

| paper

Corporate  x X X X X X X

bonds

Other X X X

private

securitiesb

USD swap X X X X X X X X X

line

4 Countercyclical capital buffers require banks to increase their capital buffers during periods of rapid growth in assets
(when they are making a lot of loans), to ensure they have sufficient capital to absorb losses during a recession.
Countercyclical Capital Buffers, Bank for International Settlements, April 3, 2020. https://www.bis.org/bcbs/ccyb/.

46 Arnold, Martin, “Regulators Free up $500bn Capital for Lenders to Fight Virus Storm,” Financial Times, April 7,
2020. https://www.ft.com/content/9a677506-a44e-4f69-b852-4f34018bc45f.

47 COVID-19 Pandemic: Financial Stability Implications and Policy Measures Taken: Report Submitted to the G-20
Finance Ministers and Governors, Financial Stability Board, July 15, 2020.
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Advanced economies Emerging market economies

Type of Measures u E J G C A C B C I I K M T z
tool S A P B A V) H R N D N R X H A
FX'swap/ FX X X X X X X
intervene  interven-
-tion tion
Prudentia  Capital X X X X X X X X X X X X X X
| rules require-
and ments
regula- o
. Liquidity X X X X X X X X X X X X X X X
tions .

require-

ments

Payout X X X X X X X X X X X X

restrictions

Market X X X X X X X X X X X X X X

functioninge

Source: Annual Economic Report 2020, Bank for International Settlements, June 2020, p. 23.
Notes:

a. Repo and reverse repo operations, standing facilities, modified discount window and lower reserve
requirement ratio.

b.  Asset- and mortgage-backed securities, covered bonds and exchange-traded funds.

c.  Shortselling bans and circuit breakers. US: United States; EA: Euro Area; JP: Japan; GB: Great Britain; CA:
Canada; AU: Australia; CH: Switzerland; BR: Brazil; CN: China; ID: Indonesia; IN: India; KR: South Korea;
MX: Mexico; TH: Thailand; ZA: South Africa.

Economic Forecasts

Global Growth

The economic situation remains highly fluid globally and for most countries and regions.
Uncertainty about the length and depth of the health crisis-related economic effects are fueling
perceptions of risk and volatility in financial markets and corporate decisionmaking. In addition,
uncertainties concerning the global pandemic and the effectiveness of public policies intended to
contain its spread and prevent a second wave of infections have added to market volatility. In a
growing number of cases, corporations are postponing investment decisions, laying off workers
who previously had been furloughed, and in some cases filing for bankruptcy. Compounding the
economic situation has been a historic drop in the price of crude oil. While prices have recovered
somewhat from the low of nearly $20 per barrel in April, they continue to move around $40 to
$45 per barrel, in part reflecting the decline in global economic activity. On April 29, 2020,
Federal Reserve Chairman Jerome Powell stated that the Federal Reserve would use its “full
range of tools” to support economic activity as the U.S. economic growth rate dropped by 33.0%
at an annual rate in the second quarter of 2020. In assessing the state of the U.S. economy, the
Federal Open Market Committee released a statement indicating that, “The ongoing public health
crisis will weigh heavily on economic activity, employment, and inflation in the near term, and
poses considerable risks to the economic outlook over the medium term.”*

8 Federal Reserve Issues FOMC Statement, Board of Governors of the Federal Reserve System, April 29, 2020.
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200429a.htm.
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Before the COVID-19 outbreak, the global economy was struggling to regain a broad-based
recovery as a result of the lingering impact of growing trade protectionism, trade disputes among
major trading partners, falling commodity and energy prices, and economic uncertainties in
Europe over the impact of the UK withdrawal from the European Union. Individually, each of
these issues presented a solvable challenge for the global economy. Collectively, however, the
issues weakened the global economy and reduced the available policy flexibility of many national
leaders, especially among the leading developed economies. In this environment, COVID-19
could have an outsized impact. While the level of economic effects is becoming clearer, the
response to the pandemic could have a significant and enduring impact on the way businesses
organize their work forces, on global supply chains, and how governments respond to a global
health crisis.*® As a result of the rapidly spreading virus and its compounding effects on global
and national rates of economic growth, forecasting the impact of the virus has been especially
challenging.

As indicated in Table 5, the International Monetary Fund (IMF), the Organization for Economic
Cooperation and Development (OECD), and The World Bank all revised their forecasts
downward between late 2019 and mid-20, reflecting the rapidly deteriorating state of the global
economy and a marked decline in projected rates of growth. Between October 2019 and October
2020, for instance, the IMF lowered its global economic growth forecast from a positive 3.4% to
a negative 4.4%. Similarly, the OECD lowered its forecast from 2.9% in November 2019

to -4.5% in September 2020. In its June forecast, the OECD forecasted the effects of a single
wave and double wave of infections, as indicated in Table 5. Between January 2020 and June
2020, the World Bank also lowered its forecast of global growth from 2.9% to a negative 5.2%. In
most forecasts, advanced economies are projected to experience the steepest declines in economic
growth from 2019 to mid-June 2020.

Table 5. Major Economic Forecasts, Differing Assessments

Percentage changes at annual rates

World Advanced economies Developing economies United States

2020 2021 2020 2021 2020 2021 2020 2021

International Monetary Fund

October 2019 34%  3.6% 1.7% 1.6% 4.6% 4.8% 2.1% 1.7%
April 2020 -3.0 5.8 —6.1 45 -1.0 6.6 -5.9 47

June 2020 -4.9 5.4 -8.0 48 -3.0 5.9 -8.0 45

October 2020 —4.4 5.2 -5.8 3.9 -33 6.0 —4.3 3.1

Organization for Economic Cooperation and Development

Nov 2019 29 3.0 1.6 1.7 4.0 4.0 20 20
March 2020 24 33 0.8 1.2 NA NA 1.9 2.1

June 2020 single -6.0 5.2 -7.5 4.8 -4.6 5.6 -7.3 4.1

June 2020 double -7.6 28 9.3 22 -6.1 32 -85 1.9

49 Rowland, Christopher and Peter Whoriskey, “U.S. Health System is Showing Why It’s Not Ready for a COVID-19
Pandemic,” Washington Post, March 4, 2020. https://www.washingtonpost.com/business/economy/the-us-health-
system-is-showing-why-its-not-ready-for-a-COVID-19-pandemic/2020/03/04/7¢307bb4-5d61-11ea-b29b-
9db42f7803a7_story.html.
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World Advanced economies Developing economies United States
2020 2021 2020 2021 2020 2021 2020 2021
Sept. 2020 -4.5 5.0 NA NA NA NA -3.8 4.0
World Bank
January 2020 2.5 2.6 |.4 1.5 4.1 43 1.8 1.7
June 2020 -52 42 -7.0 3.9 -2.5 4.6 -6.1 4.0

Source: World Economic Outlook, various issues, International Monetary Fund; OECD Economic Outlook, various
issues, Organization for Economic Cooperation and Development; Global Economic Prospects, various issues,
World Bank.

The OECD Forecast

The Organization for Economic Cooperation and Development (OECD) released an updated
forecast in September that projects global economic growth will decline by 4.5% in 2020,
compared with a June forecast of a 6.9% decline under a single-wave scenario and 7.6% in under
a second wave scenario in 2020.%° The forecast reflects the OECD’s continued high level of
uncertainty about the course of the global economy over the remainder of 2020, because the
pandemic is “a global public health crisis without precedent in living memory.” The OECD also
concluded that, “The global economy is now experiencing the deepest recession since the Great
Depression of the 1930s.” In addition, the OECD argued that the pandemic is fragmenting the
global economy through a growing number of trade and investment restrictions and diverging
policy approaches that are being implemented on a country-by-country basis.

As a result of uncertainty concerning the course of the global economy over the remainder of
2020, the OECD produced two “equally likely scenarios:” one that assumes the current
containment measures are successful in curtailing infections, and another that assumes there is a
second wave of rapid contagion.’® Under both scenarios, the OECD estimated the global
economic recovery could be slow and gradual.®? The OECD also estimated that the average
unemployment rate among OECD countries could rise to 9.2% under a single wave scenario and
10.0% under the second wave scenario. Through the third quarter of 2020, however, most OECD
countries had not experienced significant increases in rates of unemployment, in part due to
national income and wage maintenance programs, as indicated in Figure 3. The main exceptions
were the United States and Canada, where unemployment rates spiked starting at the end of the
first quarter and into the second quarter of 2020. In a major difference between U.S. and EU data,
in the EU, workers absent from work due to temporary layoff are counted as employed, whereas,
in the United States, they are counted as unemployed.

50 OECD Economic Outlook, Interim Report: Coronavirus (COVID-19): Living With Uncertainty, Organization for
Economic Cooperation and Development, September 2020.

51 OECD Economic Outlook, Organization for Economic Cooperation and Development. June 10, 2020; p. 12.
http://www.oecd.org/economic-outlook/#resources.

52 |bid., p. 23.
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Figure 3. Unemployment Rates Among Major OECD Countries
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Source: OECD Dataset: Short-term Labor Market Statistics, Organization for Economic Cooperation and
Development. Created by CRS.

Global trade is projected to contract by 9.5% or 11.4% in 2020 under the single or second wave
scenarios, respectively. The OECD projections in Table 6 reflect the single wave scenario.®®
According to this scenario, global economic growth is projected to fall by 6.0% in 2020, but rise
by 5.2% in 2021. In contrast, the OECD’s second wave scenario projects a global economic
contraction of 7.6% in 2020 and a growth rate of 2.8% in 2021, delaying a return to full recovery
until 2022, as indicated in Figure 4.

The OECD forecast also indicates that economic growth among developed economies will be
particularly weak in Europe, where the growth rate was projected in September to fall by 7.9%,
compared with the June forecast of a decline of 9.0% and 11.5% in 2020, reflecting the one and
two-wave scenarios, respectively. Similarly, U.S. economic growth is projected to contract in
2020 by 3.8% -- about half the June forecast of a decline of 7.3% -- but rebound by 3.5% in 2021.
The UK is projected to experience a contraction in GDP growth in 2020 of 10.1%, slightly
outpacing the earlier forecast of a decline of 11.5%.

53 |bid., p. 13.
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Figure 4. Major Economic Forecasts
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